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Tuurspay, Auacust 7, 1958.—Ordered to be printed 


Mr. Green, from the Committee on Foreign Relations, submitted 
the following 


REPORT 


[To accompany Ex. A, 85th Cong., 2d sess.] 


The Committee on Foreign Relations has considered, and recom- 
mends that the Senate give its advice and consent to the ratification 
of, Executive A, 85th Congress, 2d session, a supplementary protocol 
between the United States of America and the United Kingdom of 
Great Britain and Northern Ireland, signed at Washington on August 
19, 1957, amending the convention for the avoidance of double taxa- 
tion and the prevention of fiscal evasion with respect to taxes on 
income, signed at Washington on April 16, 1945, as modified by the 
supplementary protocol signed at Washington on June 6, 1946, and 
the supplementary protocol signed at Washington on May 25, 1954. 
The committee also recommends that the Senate withdraw the reser- 
vation contained in the resolution, agreed to July 9, 1958, advisin 
and consenting to the ratification of Executive C, 85th Congress, od 
session, @ notification given by the Government of the United Kingdom 
of Great Britain and Northern Ireland with a view to extending to 
certain British overseas territories the application of the convention 
of April 16, 1945, for the avoidance of double taxation and the preven- 
tion of fiscal evasion with respect to taxes on income, as modified by 
supplementary protocols of June 6, 1946, May 25, 1954, and August 
19, 1957. 

1. Provisions oF THE PRotTocoL 


This protocol amends the basic tax convention with the United 
Kingdom so as to eliminate double taxation on royalty payments. 

As the law now stands, British royalty payments to an American 
licensor are exempt from British tax if the licensor does not have a 
permanent establishment in the United Kingdom. If he does have 
such an establishment, the royalty payments are taxed by the United 
Kingdom. However, because this tax is collected from the British 
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licensee, the American licensor cannot claim a foreign tax credit 
against his United States tax. Thus, double taxation occurs. 

As the convention would be modified by the proposed protocol, it 
would extend the British tax exemption to royalties paid to an Ameri- 
can firm which does have a permanent establishment in the United 
Kingdom, provided the royalties are unrelated to the business carried 
on by that establishment. In cases in which the royalties are related 
to the business of the permanent establishment, the British tax 
exemption would not apply, but the British tax could be included in 
the American foreign tax credit. 

These provisions are completely reciprocal in nature, and apply 
equally to British firms receiving royalties from United States 
licensees. 

2. BackGrouND AND ComMITTEE ACTION 


This protocol is designed to correct an inequity which has developed 
regarding taxation of royalties under the 1945 double tax convention 
with the United Kingdom. The nature of that inequity is outlined 
a»ove. The 84th Congress passed a bill (H. R. 7643) which was also 
designed to correct the inequity, but by a different method—namely, 
by extending to firms with a permanent establishment in the United 

ingdom a foreign tax credit for British taxes imposed on royalty 
payments and collected from the British firm paying the royalties. 

This bill was pocket-vetoed by the President with the objection 
that it ‘‘would give a windfall gain to some American licensors” and 
that it ‘“‘would single out for special relief a small group of taxpayers 
whose need for relief has not been demonstrated.” The President 
recognized the existence of double taxation, but, he said, ‘‘the appro- 
priate way to correct the situation would be modification of the con- 
vention.”” The problem was thereupon added to the agenda of dis- 
cussions which the Treasury was conducting with the British. The 
pending protocol resulted, and was sent to the Senate by the President 
in January 1958. 

A bill (H. R. 4952) similar to that which the President vetoed 

assed the House again in August 1957, and was pending in the 

enate Finance Committee at the time the Foreign Relations Com- 
mittee considered the protocol in July 1958. At that time the com- 
mittee heard not only the Treasury Department but all other interested 
parties who had asked to be heard. The committee felt that it should 
withhold action on the protocol pending further congressional action 
on the bill because, although designed to correct the same situation, 
the two are inconsistent and action on the protocol would have 
foreclosed action on the bill. 

On August 6, the Foreign Relations Committee was notified that 
the Finance Committee had considered adding the provisions of H. R. 
4952 as an amendment to another tax bill and had decided against 
doing so. Thereupon, on August 7, the Foreign Relations Committee 
reconsidered the protocol and ordered it favorably reported to the 
Senate. 

A bill similar to H. R. 4952 has been vetoed once. The committee’s 
hearings on the protocol contain clear testimony that the Treasury 
would strongly recommend a veto should a similar bill pass Congress. 
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As a practical matter, therefore, the protocol provides the only 
avenue to relief in regard to the double taxation of royalty payments 
in the United Kingdom. The only alternative to the protocol is 
continuation of the present situation. 

Aside from this practical consideration, however, the Foreign Rela- 
tions Committee is of the opinion that the protocol itself is fair and 
equitable. It provides effective relief and further, it provides that the 
revenue loss resulting from this relief will be shared by both the 
American and British Treasuries. , 

The committee therefore recommends that the Senate give its 
advice and consent to ratification. 


3. RELATIONSHIP TO British OversEAS TERRITORIES 


On July 9, 1958, the Senate gave its advice and consent to ratifica- 
tion of Executive C, 85th Congress, 2d session, a notification given by 
the Government of Great Britain with a view to extending to certain 
British overseas territories the application of the convention on taxes 
on income, as modified. 

This notification had been given by the British Ambassador, in 
accordance with the terms of the basic 1945 convention which pro- 
vides that its application can be extended to the overseas territories 
of either party upon notification to the other party and acceptance by 
the other party of the notification. The advice and consent of the 
Senate was required before the United States could accept the 
notification. 

In giving its advice and consent, however, the Senate did so sub- 
ject to the reservation that the application of the supplementary 
protocol of August 19, 1957, should not be extended. The supple- 
mentary protocol of August 19, 1957, here referred to, is the same 
which the committee now recommends that the Senate approve. It 
was excluded from the earlier extension of the basic convention be- 
cause it had not, at that time, been ratified by the United States but 
was still pending before the Senate. 

If the supplementary protocol is now to be ratified, then it should 
no longer be excluded from the extension of the basic convention. 
The committee, therefore, recommends that, in giving its advice and 
consent to ratification of the protocol, the Senate also declare the 
above-mentioned reservation to be of no effect. 
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